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The US corporate bond market has been marked by both tight spreads and elevated yields
recently, an unusual situation after many years of low yields. Despite market concerns
that spreads may be too tight given prevailing risks, we believe the current relationship
between spreads and yields is generally where it should be.

Yields on US Treasuries currently make up 83% of the all-in yields of the US investment
grade corporate bond market, compared to a 15-year average of 61%." Typically, Treasury
yields should reflect the market's views on the risks of lending to the US sovereign, among
other factors. The US federal government is in a deteriorating fiscal situation today, running
a historically high deficit with a rising interest burden. In our view, the political establishment
has given little indication that it is likely to do anything to materially address the problem. As
a result, the market has priced Treasury yields higher, especially for longer durations.
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On the other hand, US corporations are generally improving their profitability and credit
quality. Ironically, federal spending could be one driver of the improvement in corporate
profitability. The improvement in earnings is also broad-based, as evidenced by the
outperformance of the Russell 2000 versus the S&P 500 since the middle of Q4 20252
We would note that since May 2025, the federal government'’s credit rating has been AA
at all three rating agencies, while corporate ratings have trended upward (toward single A
in investment grade and BB in high yield). As the sovereign deteriorates while corporates
improve, this convergence in credit quality may result in tighter spreads, all things being
equal, which is consistent with what is happening in fixed income markets.

One sector where spreads have bucked the tightening trend is in Technology, where a
deluge of Al-related bond issuance has pushed select sub-sectors wider. While impacting
many markets (e.g., global IG, US HY and structured), US investment grade corporates
have been more materially impacted. The substantial increase in new issuance has
weighed on valuations, with hyperscaler credit spreads underperforming the broader
investment grade market by roughly 70 bps over the past five quarters.?

HYPERSCALER SPREADS HAVE WIDENED SIGNIFICANTLY?
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Does the significant widening in the Tech sector
represent a potential opportunity to generate alpha?
Oris it a value trap? To address these questions, we
compare this period of Al-related bond issuance to
previous situations where the US corporate bond market
experienced a material uptick in issuance.

A COVID-induced spike initially led to spread
widening in March 2020, as existing bonds
repriced wider to match new issuance. However,
even with continued issuance, spreads tightened
in Q2 2020 amid an overall market rebound.*

The Financial sector has developed a post-
COVID trend, from our observations, where
banks and other firms issue so much in January
that a new monthly issuance record has been
set every year since 2022 (2026 surpassed
2025, which surpassed 2024, etc.). However,
the market has learned to anticipate the
issuance surge and financial sector spreads
have tightened in Januarys since 2023, aided
by the fact that financial supply ebbs over the
remainder of each year.*

In our opinion, Al-related issuance is different from
these prior examples in that the market has not
previously seen a supply increase of this magnitude.
Large investment grade offerings from hyperscalers
($20B+) have had to come at wider spreads in order to
clear the market and, in the process, have also repriced
existing bonds in the Al space wider. Given the capex
plans of these hyperscalers, the supply appears to be
open ended, unlike previous issuance surges that had

more clarity on their timelines. As a result, we do not
expect Al-related spreads to tighten in the medium
term. Although they could level out tactically for a

while, further spread widening may be likely, especially if
issuance volumes perdure.

Having said this, there may be opportunities for
investors to outperform over the longer-term by
selectively owning hyperscalers. In our view, the recent
widening is driven primarily by technical rather than
fundamental factors, reflecting the market's need to
absorb unprecedented supply rather than deterioration
in credit quality. We believe the sector may offer an
attractive investment opportunity if issuance abates or
becomes better understood by the markets, especially
given our view that these companies are positioned to
maintain their existing strong credit profiles.

Returning to the yield question, the curve flattened in

Q2 2026 as markets priced in the possibility of Fed hikes
over the next 12 months, driven by concerns about higher
inflation.> Just as the deficit has underpinned higher long-
end Treasury yields, an expected slightly higher rate path
from the Fed has increased short-end yields.

One reason is that inflation, as measured by headline
CPI, is elevated right now, partly driven by the run up
in energy prices. From our review of history, quick
retracements of oil prices following spikes, as already
witnessed in May and June on US-Iran ceasefire talks,
have also led to quick declines in headline CPI.> This
dynamic was on full display in June's CPI reading.®

TARIFFS, Al BUILD-OUT HAVE DRIVEN GOODS INFLATION HIGHER?
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(4) Barclays, ICE Data Services. 1 and 7 July 2026. (5) FactSet. As of 30 June 2026. (6) US Bureau of Labor Statistics. 14 July 2026. (7) FactSet.

As of May 2026, the latest data available.



Energy prices have not been the only driver of

higher inflation. When looking at the goods inflation
component of the PCE price index, it bottomed in Q3
2024 and has been trending higher since, including a
spike in recent months.” These figures, calculated year-
over-year, are likely manifesting the delayed impact of
tariffs on prices. Tariff rates have come down but are
likely to remain well above historical levels. But rising
goods inflation is also due to sharp price increases
for some inputs related to the Al build-out. These are
unlikely to subside anytime soon, especially if the Al
capex build-out continues as discussed above.

Putting all this together, we expect headline inflation to
subside from here, driven by lower oil prices, subject

to developments in the US-Iran conflict. On the other
hand, core inflation may not decline as much, bolstered
by Al-linked inflationary pressure. Given the uncertainty
related to inflation, we believe that the market-implied
pricing of Fed actions is reasonable, with a couple of
hikes (but no aggressive hiking cycle) priced in over the
next few quarters.

Given we do not currently see an aggressive hiking cycle
by the Fed, we believe risk markets are in an appropriate
place. It is understandable that many investors are
negative on markets due to tight spreads, geopolitical
risks, Al concerns, elevated inflation and private credit
concerns. However, we believe the fundamental picture
remains a tailwind, especially at the corporate level
where companies are benefitting from fiscal spending,
a resilient consumer, pricing power and historically high
margins. Furthermore, inflows are likely to continue
into the US fixed income market given elevated yields,
supporting performance.

Our view is the market is unlikely to sell off significantly,
though it could experience pullbacks that are met by
increased demand (i.e., the "buy-the-dip” mentality).
Our client portfolios generally hold modest overweights
versus benchmarks, reflecting strong corporate
fundamentals and what we consider attractive yields. Our
goal is to be up-in-quality in portfolios while generating
positive carry. We lean into our credit research team to
inform decisions on bonds that meet those two criteria.
Credit research can also inform tactical opportunities

in case of a market pullback, or if valuation dislocation
creates opportunities among hyperscalers.
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Our mission is to be seen by clients and their advisors
as a consistently reliable partner to help them achieve
their long-term value goals.

PPM is a US-based institutional asset manager with
$94.95 billion in assets under management as of 31
March 2026.8 Established in Chicago in 1990, PPM exists
to consistently support institutional clients in achieving

(8) AUM includes committed but unfunded capital for PPM's private equity
and commercial real estate businesses. Forward-looking statements are
subject to uncertainties that could cause actual developments and results
to differ materially from the expectations expressed.

Past performance is no guarantee of future results. Investments involve
varying degrees of risk and may lose value.

Generally, PPM America, Inc. is referred to herein as "PPM." Any use or
reproduction of the information contained herein is prohibited without
the written permission of PPM.

This document has been prepared solely for informational purposes
and is not a recommendation, offer, or a solicitation of an offer, to buy,
sell, or hold any security or instrument. Certain products and services
may not be available in all jurisdictions or to all client types. No offer of
any interest in any product will be made in any jurisdiction in which the
offer, solicitation or sale is not permitted, or to any person to whom it is
unlawful to make such offer, solicitation or sale.

The opinions and views expressed herein are not intended to be relied
upon as a prediction or forecast of actual future events or performance,
guarantee of future results, recommendations or advice. Forward-
looking statements are subject to uncertainties that could cause actual
developments and results to differ materially from the expectations
expressed. All statements other than statements of historical fact are
forward-looking statements based on PPM's plans, expectations and
views as of the date herein, and can be identified by the use of words

such as "may”, "will", "except”, "view", "potential’, "target”, "likely”, "believe,

"anticipate”, "should"”, "estimate”, or other similar words. This information
has been prepared from sources believed reliable, but the accuracy and
completeness of the information cannot be guaranteed. Information and
opinions expressed by PPM are current as of the date indicated and are

subject to change without notice.

This document may include simplified presentations of complex
processes and are provided for illustrative purposes only. PPM's actual
activities and processes may differ from what is shown herein. No
assurance can be given that such processes will be applied at any given
time and are subject to change without notice.

There can be no assurance that any particular individual will be involved
in the management of any portfolio for any period of time, if at all.
Furthermore, there can be no assurance that any PPM professionals
presented herein will remain with PPM or that past experience or
performance of such professionals serves as an indicator of his or her
performance.
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their long-term value goals. We offer our mentality of
hard work, straight talk, full transparency and humility.
Our success is supported by a team-based culture that
encourages debate, collaboration and consistency. At
the center of our belief is the fact that our best ideas
to date have and can come from any team member
anywhere in our firm. We believe the success of our
investment culture is best demonstrated by the strong
retention of our clients and investment professionals.

Indices are unmanaged and are not available for direct investment. The
index returns do not reflect management fees, transaction costs, or other
expenses, with the exception of ICE indices that do reflect transaction
costs. Performance of any index does not represent actual portfolio
performance. A portfolio may differ significantly from the securities
included in an index. Any index information provided is for comparison
purposes only to reflect general market conditions for the period shown.

The ICE BofA US Corporate Index provides a broad measure of the USD-
denominated investment grade corporate debt securities publicly issued
in the US domestic market.

ICE Indices (the "Indices") are a product of ICE Data Indices, LLC ("ICE
Data”) and are used with permission. ICE® is a registered trademark of ICE
Data or its affiliates. ICE Data, its affiliates and their respective third party
suppliers disclaim any and all warranties and representations, express
and/or implied, including any warranties of merchantability or fitness

for a particular purpose or use, including the Indices, index data and any
data included in, related to, or derived therefrom. Neither ICE Data, its
affiliates nor their respective third party suppliers shall be subject to any
damages or liability with respect to the adequacy, accuracy, timeliness or
completeness of the Indices or the index data or any component thereof,
and the Indices and index data and all components thereof are provided
on an “as is” basis and your use is at your own risk. Inclusion of a security
within an index is not a recommendation by ICE data to buy, sell, or hold
such security, nor is it considered to be investment advice. ICE data,

its affiliates and their respective third party suppliers do not sponsor,
endorse, or recommend PPM America, Inc., or any of its products or
services.

The Russell 2000 Index provides a measure of US small cap stocks.

[t includes the bottom 2,000 stocks in the Russell 3000 Index, which
provides a broad, market capitalization-weighted measure of the largest
3,000 publicly-held US companies.

The S&P 500 Index provides a broad, market capitalization-weighted
measure of US large cap stocks. It includes approximately 500 publicly-
traded stocks of the largest US companies.
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